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PART    I 


STATE  OF  MONTANA 

(©fftce  of  tlje  ICegtslathie  JVuhitor 


STATE  CAPITOL 

HELENA,  MONTANA  59601 

406/449-3122 


MORRIS  L.  BRUSETT,  C  PA. 

LEGISLATIVE   AUDITOR 


December  1979 


ELLEN  FEAVER.  C.P  A. 
DEPUTY   LEGISLATIVE   AUDITOR 

JOHN  W.  NORTHEY 
STAFF  LEGAL  COUNSEL 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

Transmitted  herewith  is  the  report  on  the  audit  of  the  University 
of  Montana  for  the  year  ended  June  30,  1979.  Also  included  are  the 
reports  on  the  audits  of  the  university  student  aid  programs  (National 
Direct  Student  Loan  Program,  Supplemental  Educational  Opportunity 
Grants  Program  and  College  Work  Study  Program)  for  fiscal  years 
1976-77,  1977-78  and  1978-79. 

The  audits  were  conducted  by  Arthur  Young  and  Company,  and 
Wesley  Carlisle,  CPA,  under  a  contract  between  the  firm,  Mr.  Carlisle 
and  our  office.   The  comments  and  recommendations  contained  in 
these  reports  represent  the  views  of  the  firm  and  not  necessarily 
the  Legislative  Auditor. 

The  agency's  written  responses  to  the  report  recommendations 
are  included  in  the  back  of  the  audit  report. 

Respectfully  submitted, 

Morris  L.  Brusett,  C.P. A. 
Legislative  Auditor 


ACCOUNTANTS'  RESPONSE  TO  INFORMATION  REQUESTED 

IN  PARAGRAPH  FOUR  OF  AUDIT  CONTRACT 
DATED  MAY  18,  1979 


Actions  taken 

by 

the  Agenc 

y  on  recom- 

mendations  i 

and 

findings 

in  the 

areas 

of  financia 

1/compliance, 

which 

were 

included  in 

the 

i  last  aud 

it  report 

The  agencies  have  complied  with  the 
recommendations  and  findings  included  in  the 
prior  audit  report  unless  the  recommendation 
is  repeated  in  this  letter.   The  agencies 
progress  to  date  and  additional  findings  are 
included  in  Part  III  of  this  report  under 
Recommendations,  Including  Agencies' 
Responses. 

Compliance  with  applicable 

State  and  Federal  statutes  and 
regulations 

In  connection  with  our  examinations,  nothing 
came  to  our  attention  that  caused  us  to 
believe  that  the  agencies  failed  to  comply 
with  applicable  state  and  Federal  statutes 
and  regulations. 

Program  or  activity  not  authorized  by 
the  Legislative  Assembly 

In  connection  with  our  examinations,  nothing 
came  to  our  attention  that  caused  us  to 
believe  that  any  program  or  activity  of  the 
agencies  had  not  been  authorized  by  the 
Legislative  Assembly. 


Any  serious  inadequacies  in  financial  or 
operating  controls  and  procedures  that 
may  be  noted  during  the  audit  together  with 
the  Accountants'  recommendations 

Our  findings  and  recommendations  regarding 
operating  controls  and  procedures  are 
included  in  Part  III  of  this  report  under 
Recommendations,  Including  Agencies' 
Responses. 

Any  inadequate  record  or  records  which  do  not 
comply  with  statutory  or  other  requirements 
that  may  be  noted  during  the  audit 

Comments  relating  to  inadequate  property 
records  are  included  in  Part  III  of  this 
report  under  Recommendations,  Including 
Agencies'  Responses. 

Any  duplications  and  inefficiencies  in  record- 
keeping or  operating  procedures  that  may 
be  noted  during  the  audit 

Our  findings  and  recommendations  regarding 
inefficiencies  in  operating  procedures  are 
included  in  Part  III  of  this  report  under 
Recommendations,  Including  Agencies' 
Responses. 

Appropriate  agencies'  responses 

We  have  been  advised  that  the  Department  of 
Higher  Education  did  not  have  responses  to 
the  findings  and  recommendations  in  Part  III 
of  this  report  under  Recommendations, 
Including  Agencies'  Responses. 


Administrative  Officials 

Dr.  Richard  C.  Bowers,  President 

Dr.  Donald  E.  Habbe,  Academic  Vice  President 

Dr.  Patricia  P.  Douglas,  Vice  President  for 
Fiscal  Affairs 

Dr.  Raymond  C.  Murray,  Associate  Vice  President 
for  Research  and  Dean  of  Graduate  School 

James  A.  Brown,  Director  of  Auxiliary  Services 

George  L.  Mitchell,  Legal  Counsel 

Raymond  A.  Menier,  Controller 


PART    II 
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SECURITY    LIFE     BUILDING 
DENVER  ,  COLORADO    80202 


The  Legislative  Audit  Committee  of  the 

Montana  State  Legislature 
Helena,  Montana 

We  have  examined  the  accompanying  balance  sheet  of  the 
University  of  Montana  at  June  30,  1979  and  the  related  statements 
of  changes  in  fund  balances  and  current  funds  revenues, 
expenditures  and  other  changes  for  the  year  then  ended.   Our 
examination  was  made  in  accordance  with  generally  accepted 
auditing  standards  and,  accordingly,  included  such  tests  of  the 
accounting  records  and  such  other  auditing  procedures  as  we 
considered  necessary  in  the  circumstances,  except  as  stated  in 
the  following  two  paragraphs.   The  financial  statements  of  the 
plant  funds  retirement  of  indebtedness  and  the  accounts  of  the 
revenue  bonds  payable,  and  certain  of  the  current  fund  auxiliary 
enterprises  funds  have  been  examined  by  other  independent 
auditors;  insofar  as  our  opinion  on  the  University's  financial 
statements  relates  to  data  included  for  those  funds,  it  is  based 
solely  on  their  report.   The  statements  of  the  current  fund 
auxiliary  enterprises  funds  examined  by  other  independent 
auditors  show  total  assets  and  revenues  constituting  81%  and  74%, 
respectively,  of  the  current  fund  auxiliary  enterprises  funds 
totals  for  1979. 

We  were  not  present  to  observe  the  physical  inventories 
or  confirm  accounts  receivable  of  the  current  funds  at  the 
beginning  of  the  fiscal  year,  because  that  date  was  prior  to  the 
date  we  were  engaged  as  independent  auditors  for  the 
University.   In  addition,  the  University  took  the  current  funds' 
physical  inventories  at  June  30,  1979  and  adjusted  the  inventory 
accounts  accordingly,  but  certain  of  the  June  30,  1979  physical 


Arthur  Young  &  Company 


inventory  listings  were  subsequently  inadvertently  misplaced  and 
as  a  result  were  not  available  for  our  examination.   We  were 
unable  to  satisfy  ourselves  by  means  of  other  auditing  procedures 
as  to  the  June  30,  1979  inventories  and  beginning  of  the  year 
inventories  and  accounts  receivable. 

At  the  instruction  of  the  State  of  Montana  Legislative 
Auditor  we  did  not  examine  the  accompanying  financial  statements 
of  the  plant  funds  at  June  30,  1979  or  for  the  year  then  ended.. 

In  our  opinion,  based  on  our  examination  and  the  report 
of  other  independent  auditors,  except  for  the  effect  of  such 
adjustments,  if  any,  as  might  have  been  determined  to  be 
necessary  had  we  been  able  to  test  the  misplaced  portion  of  the 
June  30,  1979  inventories,  the  accompanying  balance  sheet 
presents  fairly  the  financial  position  of  the  current  funds  of 
the  University  of  Montana  at  June  30,  1979  and  in  our  opinion, 
except  for  the  effect  of  such  adjustments,  if  any,  as  might  have 
been  determined  to  be  necessary  had  we  been  able  to  satisfy 
ourselves  with  respect  to  beginning  inventories  and  accounts 
receivable,  the  related  statements  of  changes  in  fund  balances 
and  current  funds  revenues,  expenditures  and  other  changes 
present  fairly  the  changes  in  fund  balances  and  current  funds 
revenues,  expenditues  and  other  changes  for  the  year  ended  June 
30,  1979,  in  conformity  with  generally  accepted  accounting 
principles  applied  on  a  basis  consistent  with  that  of  the 
preceding  year. 

In  our  opinion,  the  accompanying  financial  statements 
present  fairly  the  financial  position  of  the  student  loan  funds, 
endowment  funds  and  agency  funds  of  the  University  of  Montana  at 
June  30,  1979,  and  the  related  statement  of  changes  in  fund 
balances  for  the  student  loan  funds  and  endowment  funds  for  the 
year  then  ended,  in  conformity  with  generally  accepted  accounting 
principles  applied  on  a  basis  consistent  with  that  of  the 
preceding  year. 


Arthur  Young  &  Company 


The  accompanying  balance  sheet  of  the  plant  funds  of 
the  University  of  Montana  at  June  30,  1979  and  the  related 
statement  of  changes  in  fund  balances  for  the  year  then  ended 
were  not  audited  by  us  and,  accordingly  we  do  not  express  an 
opinion  on  them. 


Arthur   You/Jg   &    Comity  V* 


and 


Wesley  C.  Carlisle,  CPA 


December  18,  1979 
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UNIVERSITY  OF  MONTANA 

NOTES  TO  FINANCIAL  STATEMENTS 

June  30,  1979 

1.    Summary  of  significant  accounting  policies 

Financial  statements: 

The  accompanying  financial  statements  have  been 
prepared  on  the  accrual  basis  in  accordance  with 
generally  accepted  accounting  principles  for  colleges 
and  universities. 

The  statement  of  current  funds  revenues,  expenditures 
and  other  changes  is  a  statement  of  financial 
activities  of  current  funds  related  to  the  current 
reporting  period  and  does  not  purport  to  present  the 
results  of  operations  or  the  net  income  or  loss  for  the 
period. 

Fund  accounting: 

The  accounts  of  the  University  are  maintained  in 
accordance  with  the  principles  of  fund  accounting 
wherein  resources  are  classified  for  accounting 
purposes  into  funds  that  are  identified  by  the 
limitations  and  restrictions  placed  upon  their  use. 

Separate  accounts  are  maintained  for  each  fund, 
however,  accounts  with  common  characteristics  are 
combined  into  fund  groups  and  reflected  as  such  in  the 
accompanying  financial  statements. 

The  common  characteristics  of  the  funds  contained  in 
the  various  fund  groups  are  as  follows: 


UNIVERSITY  OF  MONTANA 

NOTES  TO  FINANCIAL  STATEMENTS 

June  30,  1979 

1.    Summary  of  significant  accounting  policies  (continued) 

Fund  accounting  (continued) : 

Current  funds: 

The  current  funds  group  includes  economic 
resources  expendable  in  performing  the  primary 
objectives  of  the  University,  i.e.,  Instruction, 
Research  and  Public  Service.   The  current  funds 
group  has  two  basic  distinct  sub-groups; 
unrestricted  funds  which  have  no  expenditure 
restrictions,  and  restricted  funds  which  have 
expenditure  restrictions.   Unrestricted  current 
funds  are  comprised  of  the  following: 

General  Operating  -  utilized  for  general 
operations  in  performing  the  primary 
objectives  of  the  University. 

Designated  -  utilized  for  educational  related 
service  activities  which  are  self-supporting. 

Auxiliary  Enterprises  -  utilized  in  providing 
essential  on-campus  services  primarily  to 
students,  faculty,  and  staff. 

Student  loan  funds: 

The  resources  from  this  group  of  funds  are 
available  to  students  to  aid  in  financing  their 
education.   Funds  for  the  loans  are  provided  by 
private  and  University  sources  with  the  majority 
of  the  funds  being  provided  by  the  Federal 
Government. 


UNIVERSITY  OF  MONTANA 

NOTES  TO  FINANCIAL  STATEMENTS 

June  30,  1979 

1.    Summary  of  significant  accounting  policies  (continued) 

Fund  accounting  (continued) : 

Endowment  funds: 

Endowment  funds  are  funds  with  specific  donor  or 
other  outside  agency  restrictions  negating  the 
expenditure  of  the  principal.   Generally,  the 
principal  is  to  be  maintained  in  perpetuity  and 
invested  for  the  purpose  of  producing  income. 

Plant  funds: 

Plant  funds  are  separated  into  four  distinct  self- 
balancing  sub-group  accounts: 

Unexpended  plant  -  utilized  for  acquisition 
of  long-term  institutional  assets. 

Renewal  and  replacement  -  utilized  for  long- 
term  institutional  asset  maintenance. 

Retirement  of  indebtedness  -  utilized  for 
debt  servicing  and  retirement  of 
indebtedness . 

Investment  in  plant  -  denotes  the  cost  of 
long-term  institutional  assets  and  related 
liabilities . 

Inventories: 

Inventories,  which  consist  mainly  of  food  and  operating 
supplies,  are  valued  at  cost  (first-in,  first-out 
method) . 

Investments : 

Investments  are  carried  at  cost  (or  fair  market  value 
at  date  of  gift),  which  approximate  market  value  at 
June  30,  1979. 


UNIVERSITY  OF  MONTANA 

NOTES  TO  FINANCIAL  STATEMENTS 

June  30,  1979 

1.    Summary  of  significant  accounting  policies  (continued) 

Plant  and  equipment: 

During  the  current  year,  the  University  identified 
actual  costs  or  estimated  costs  of  land,  land 
improvements,  buildings,  and  library  books.   As  a 
result  the  corresponding  plant  accounts  have  been 
increased  by  $13,667,221,  with  a  similar  increase  in 
net  investment  in  plant  as  of  the  beginning  of  the 
year. 

The  University  has  not  identified  the  actual  costs  or 
estimated  the  costs  of  all  equipment  it  owns  nor  do 
detail  records  adequately  support  the  general  ledger 
balances  for  these  assets.   At  June  30,  1979,  equipment 
is  carried  at  the  amounts  reflected  in  the  general 
ledger  control  accounts  which  have  not  been  adjusted 
for  retirements  nor  have  all  asset  costs  been  properly 
reflected  therein. 

Equipment  acquired  with  restricted  grants  and  contracts 
are  recorded  as  an  addition  to  investment  in  plant  at 
the  time  of  purchase.   On  certain  grants  and  contracts 
title  to  equipment  purchased  is  vested  with  the  grantor 
or  contractor  until  completion  of  the  project  at  which 
time  the  equipment  may  revert  to  the  University. 

Capital  additions  funded  directly  by  the  State  and 
Federal  Governments  during  the  year  ended  June  30,  1979 
are  recorded  as  additions  to  investment  in  plant. 

Depreciation: 

No  provision  has  been  made  for  depreciation  of  plant 
facilities. 


UNIVERSITY  OF  MONTANA 

NOTES  TO  FINANCIAL  STATEMENTS 

June  30,  1979 

1.  Summary  of  significant  accounting  policies  (continued) 

Unearned  tuition  and  fees: 

Summer  school  tuition  and  fee  revenues  and  related 
expenses  are  deferred  at  June  30  and  recorded  as 
revenue  and  expense  in  the  succeeding  fiscal  year. 

Allocated  for  encumbrances: 

The  University  reports  to  the  State  of  Montana  include 
encumbrances  as  expenditures  in  conformance  with  the 
State  reporting  system. 

At  June  30,  1979,  the  University  had  encumbered  $78,552 
of  funds  that  are  not  included  in  expenditures  in  the 
accompanying  financial  statements  in  order  to  account 
for  expenditures  on  the  accrual  basis  of  accounting. 
The  accrual  basis  of  accounting  provides  that 
expenditures  include  only  amounts  associated  with  goods 
and  services  received  and  that  liabilities  include  only 
the  unpaid  amounts  associated  with  such  transactions. 

2 .  Endowment  funds  -  land  grants 

The  University  of  Montana  benefits  from  a  land 
grant  which  provided  the  University  with  46,709  acres  in 
1881. 

Under  provisions  of  the  grant,  income  from  the 
sale  of  land  and  land  assets  must  be  reinvested  and 
constitutes,  along  with  the  balance  of  the  unsold  land,  a 
perpetual  endowment  fund. 


UNIVERSITY  OF  MONTANA 

NOTES  TO  FINANCIAL  STATEMENTS 

June  30,  1979 

2.  Endowment  funds  -  land  grants  (continued) 

As  of  June  30,  1979,  17,981  acres  remained  unsold 
from  the  grant  and  is  carried  at  $10  per  acre  for  accounting 
purposes.   The  State  Land  Board  administers  the  grants  and 
holds  all  assets. 

Investment  income  from  the  grant  may  be  used  for 
current  operations  of  the  University  and  is  reported  as 
current  unrestricted  funds  revenue. 

3.  Investments 

Investments  at  June  30,  1979  consist  of  the 

following : 

Cost 


Montana  short-term  investment  pool  $2,629,550 

Cash,  investments  and  land  administered 

by  State  Land  Board  1,306,291 

Montana  Trust  and  Legacy  Fund  434,975 

Certificates  of  deposit  held  by  trustees  2,047,412 

U.S.  Treasury  notes  and  bills  held  by  trustees  18,807 

Corporate  stocks  and  bonds  476 ,815 

$6.913.850 


UNIVERSITY  OF  MONTANA 

NOTES  TO  FINANCIAL  STATEMENTS 

June  30,  1979 


3.    Investments  (continued) 

The  investments  at  June  30,  1979  are  owned  by  the 
following  funds: 

Current  funds: 

Designated  $   215,588 

Auxiliary  enterprises  1,572,256 

Restricted  175,009 

Student  loan  funds  24,428 

Endowment  funds  2,294,132 

Plant  funds: 

Retirement  of  indebtedness  2,494,179 

Agency  138,258 

$6.913.850 


Plant  funds  expenditures 

Unexpended  plant  fund  capital  expenditures  for  the 
Law  School  building  for  the  year  ended  June  30,  1979  consist 
of  the  following: 

Building  $   223,792 

Equipment  107,602 

$   331.394 

Renewal  and  replacement  capital  expenditures  for 
the  year  ended  June  30,  1979  were  as  follows: 

Land  $    10,000 

Land  improvements  18,040 

Buildings  279,665 

Equipment  61 ,  255 

$   368.960 


UNIVERSITY  OF  MONTANA 

NOTES  TO  FINANCIAL  STATEMENTS 

June  30,  1979 

4.    Plant  funds  expenditures  (continued) 

Capital  additions  to  investment  in  plant  charged 
to  current  funds  during  the  year  ended  June  30,  1979  were  as 
follows : 

Equipment  $  595,411 
Library  books  615,258 
Buildings  33,257 

$  1.243.926 

Capital  additions  funded  directly  by  the  State  and 
Federal  Governments  during  the  year  ended  June  30,  1979  were 
as  follows: 

Science  Building  $   523,221 

Library  Building  521,587 

Law  Building  1,007,259 

Other  buildings  -  renovations  and  improvements   666 ,905 

$  2.718.972 


5.    Revenue  bonds  payable 

Revenue  bonds  payable  at  June  30,  1979  consist  of 
the  following: 

(A)  Bond  indenture  -  January,  1956  $12,801,000 

(B)  Resolutions    -  October  1963  and 

December  1971  3,680,000 

(C)  Resolution     -  March  1959  126,000 

(D)  Resolutions    -  December  1952  and 

April  1956  172,000 

$16.779.000 


UNIVERSITY  OF  MONTANA 

NOTES  TO  FINANCIAL  STATEMENTS 

June  30,  1979 

5.    Revenue  bonds  payable  (continued) 

(A)  Bond  indenture  -  January,  1956: 

Issued  in  ten  separate  series  from  1956  through  1966 
due  in  annual  amounts  ranging  from  $54,000  to  $795,000, 
plus  interest  at  3%  to  5-1/8%  through  2006.   The  bonds 
are  payable  from  the  net  revenues  of  all  residence 
halls,  married  student  housing,  the  student  union  and 
food  service  facilities.   The  indentures  contain 
certain  restrictions  as  to  minimum  earnings. 

(B)  Resolutions  -  October  1963  and  December  1971: 

Due  in  annual  amounts  ranging  from  $120,000  to 
$250,000,  plus  interest  at  3-3/4%  to  6-7/10%  through 
1999.   Certain  fee  revenues  which  must  exceed  135%  of 
the  principal  and  interest  payable  in  each  fiscal  year 
are  pledged  to  secure  this  issue. 

(C)  Resolution  -  March  1959: 

Due  in  annual  amounts  of  $18,000,  plus  interest  at  4- 
1/4%  through  1986.   The  bonds  are  payable  from  the  net 
revenues  of  the  swimming  pool  and  certain  fee 
revenues.   The  indenture  contains  certain  restrictions 
as  to  minimum  earnings. 

(D)  Resolutions  -  December  1952  and  April  1956: 

Due  in  annual  amounts  ranging  from  $32,000  to  $57,000, 
plus  interest  at  3-1/2%  to  3-5/8%  through  1983.   The 
bonds  are  payable  from  the  net  revenues  of  the 
fieldhouse.   The  indentures  contain  certain 
restrictions  as  to  minimum  earnings. 

The  annual  payments  for  bond  requirements  are  as 
follows : 


UNIVERSITY  OF  MONTANA 

NOTES  TO  FINANCIAL  STATEMENTS 

June  30,  1979 

5.  Revenue  bonds  payable  (continued) 

1980  $   546,000 

1981  545,000 

1982  655,000 

1983  650,000 

1984  648,000 
1985-1989  3,611,000 
1990-1994  3,805,000 
1995-1999  3,985,000 
2000-2003  1,898,000 
2005-2009  436,000 

6.  Retirement  plans 

All  of  the  University's  full-time  employees  are 
members  of  the  Montana  Public  Employees  Retirement  System  or 
Montana  Teacher's  Retirement  System.   The  University's 
contributions  to  these  plans  totaled  $1,129,994  for  the  year 
ended  June  30,  1979. 

7.  Commitments  and  contingencies 

As  of  December  31  of  each  year,  employees  can 
accumulate  vacation  leave  up  to  twice  the  number  of  leave 
days  earned  annually  and  sick  leave  can  be  accumulated 
without  limitation.   Upon  termination,  the  employee  is  paid 
the  accumulated  vacation  leave  and  25%  of  the  accumulated 
sick  leave.   The  vacation  and  sick  leave  are  recorded  as  an 
expenditure  at  the  time  they  are  paid  to  the  employee. 

The  University  is  a  defendent  in  pending  or 
threatened  litigation  regarding  the  coverage  of  an  insurance 
policy  written  for  its  employees.   Management  and  counsel 
for  the  University  are  of  the  opinion  that  the  claims 
against  the  University  are  without  merit  and  liability,  if 
any,  will  be  covered  by  the  University's  insurance. 


UNIVERSITY  OF  MONTANA 

NOTES  TO  FINANCIAL  STATEMENTS 

June  30,  1979 

7.    Commitments  and  contingencies  (continued) 

Minimum  annual  rental  payments  at  June  30,  1979 
under  non-cancellable  operating  leases  are  as  follows: 


Year  ending 

June  30, 

1980 

1981 

1982 

1983 

1984 

$273,855 

175,308 

41,946 

23,887 

3,767 

The  Unexpended  Plant  Fund  deficit  is  expected  to 
be  funded  by  future  contributions  from  the  Law  School 
Capital  Campaign  now  in  progress. 

8.    Student  full-time  equivalent 

Full-time  equivalent  student  enrollment  (FTE)  is 
computed  by  dividing  the  undergraduate  quarterly  credit 
hours  produced  by  15  and  graduate  quarterly  credit  hours 
produced  by  12  as  of  the  close  of  the  15th  instructional  day 
of  classes  except  for  summer  which  is  as  of  the  end  of  the 
term. 

Quarter  F.T.E. 

Summer  1978  1,359 

Autumn  1978  (unaudited)                                7,764 

Winter  1979  (unaudited)                                7,644 

Spring  1979  6,838 

Fiscal  year  1978-1979                                  7,868 

Autumn  1978  and  Winter  1979  were  audited  by  the  Office  of  the 
Legislative  Auditor. 


PART    III 


Arthur  Young  5;  Company 


SECURITY    LIFE     BUILDING 
DENVER, COLORADO    80202 


The  Legislative  Audit  Committee 
Helena,  Montana 


We  have  examined  the  financial  statements  of  University  of 
Montana  for  the  year  ended  June  30,  1979  and  have  issued  our 
report  thereon  dated  December  13,  1979.   As  part  of  our 
examination,  we  studied  and  tested  the  system  of  internal 
accounting  control  to  the  extent  we  considered  necessary  under 
generally  accepted  auditing  standards.   As  noted  in  our  report, 
our  examination  did  not  include  certain  portions  of  the 
University  of  Montana.   At  the  direction  of  the  State  Legislative 
Auditor,  the  Plant  Funds  were  not  examined  by  us  and  we  relied  on 
the  examination  by  other  auditors  as  to  the  plant  funds 
retirement  of  indebtedness,  the  accounts  of  the  revenue  bonds 
payable,  and  certain  of  the  auxiliary  enterprise  funds.   Since 
these  funds  and  accounts  were  not  included  in  the  scope  of  our 
examination,  we  did  not  study  or  test  the  related  system  of 
internal  accounting  control  pertaining  to  such  funds  and 
accounts.   Our  study  and  testing  of  the  system  of  internal 
accounting  control  was  done  to  establish  a  basis  for  relying  on 
such  system  in  determining  the  nature,  timing  and  extent  of  the 
other  auditing  procedures  necessary  to  enable  us  to  express  an 
opinion  on  the  financial  statements  and  otherwise  to  assist  us  in 
planning  and  performing  our  examination  of  the  financial 
statements. 


The  objective  of  internal  accounting  control  is  to  provide 
reasonable,  but  not  absolute,  assurance  as  to  the  safeguarding  of 
assets  against  loss  from  unauthorized  use  or  disposition,  and  the 
reliability  of  financial  records  for  preparing  financial 
statements  and  maintaining  accountability  for  assets.   The 
concept  of  reasonable  assurance  recognizes  that  the  cost  of  a 
system  of  internal  accounting  control  should  not  exceed  the 
benefits  expected  to  be  derived  and  also  recognizes  that  the 
evaluation  of  these  factors  necessarily  requires  estimates  and 
judgments  by  management. 

There  are  inherent  limitations  that  should  be  recognized  in 
considering  the  potential  effectiveness  of  any  system  of  internal 
accounting  control.   In  the  performance  of  most  control 
procedures,  errors  can  result  from  misunderstanding  of 
instructions,  mistakes  of  judgment,  carelessness,  or  other 
personal  factors.   Control  procedures  whose  effectiveness  depends 
upon  segregation  of  duties  can  be  circumvented  by  collusion. 
Similarly,  control  procedures  can  be  circumvented  intentionally 
by  management  either  with  respect  to  the  execution  and  recording 


of  transactions  or  with  respect  to  the  estimates  and  judgments 
required  in  the  preparation  of  financial  statements.   Further, 
projection  of  any  evaluation  of  internal  accounting  control  to 
future  periods  is  subject  to  the  risk  that  the  procedures  may 
become  inadequate  because  of  changes  in  conditions  and  that  the 
degree  of  compliance  with  the  procedures  may  deteriorate. 

Our  examination  of  the  financial  statements,  including  our  study 
and  evaluation  of  its  system  of  internal  accounting  control, 
would  not  necessarily  have  disclosed  all  conditions  requiring 
attention  in  the  system  of  internal  accounting  controls  because 
both  the  audit  and  the  study  employed,  as  is  customary,  selected 
tests  of  accounting  records  and  related  data. 

Our  examination  which,  as  indicated  above  did  not  include  certain 
funds  and  accounts,  disclosed  the  following  conditions  which  are, 
in  our  opinion,  material  weaknesses  in  internal  accounting 
control.   A  material  weakness  is  a  condition  in  which  the 
prescribed  procedures  or  the  degree  of  compliance  with  them  does 
not  provide  reasonable  assurance  that  errors  or  irregularities  in 
amounts  that  would  be  material  in  the  financial  statements  would 
be  prevented  or  detected  within  a  timely  period  by  employees  in 
the  normal  course  of  performing  their  assigned  functions. 


PROPERTY,  PLANT  AND  EQUIPMENT 

Subsidiary  Detail  Records 

During  the  year  the  University  made  progress  toward  the 
implementation  of  a  property  management  accounting  system. 
Detailed  records  were  developed  for  land,  buildings,  and  library 
books  and  the  general  ledger  balances  were  adjusted  accordingly. 

Considerable  work  remains  in  order  to  develop  adequate  detail 
records  for  equipment.   Procedures  followed  during  the  physical 
inventory  in  1978  did  not  ensure  the  proper  tagging  of  all 
equipment  items  and  the  information  required  for  the  detail 
records  was  not  consistently  obtained.   Consequently,  the 
University  has  been  unable  to  identify  and  value  all  equipment 
items. 

Equipment  detail  records  will  assist  the  University  in 
safeguarding  the  assets,  maximize  the  utilization  of  equipment, 
and  support  maximum  indirect  cost  reimbursement  on  grants  and 
contracts. 


Recommendation 

We  recommend  the  University  take  a  complete  physical  equipment 
inventory  and  complete  the  identification  of  equipment  costs 
prior  to  June  30,  1980.   The  procedures  employed  during  the 
physical  inventory  should  be  strengthened  to  provide  compliance 
with  the  published  requirements  of  the  Federal  Office  of 
Management  and  Budgets  for  institutions  of  higher  education. 

Management's  Comments 

Concur.   At  the  present  time,  the  University  is  in  the  process 
of:   a)  conducting  a  new  physical  inventory;  b)  tagging  that 
equipment;  c)  verifying  the  inventory  taken  in  1978;  d)  comparing 
actual  purchase  and  receiving  orders  with  the  physical  inventory 
and;  e)  researching  purchase  orders  to  determine  actual  costs  and 
sources  of  funding.   Procedures  followed  in  conducting  the 
inventory  and  the  subsequent  documentation  of  that  inventory  data 
are  in  compliance  with  the  procedures  adopted  by  the  State  of 
Montana's  Property  Accountability  Management  System  (PAMS);  this 
system  is  in  compliance  with  published  requirements  of  the 
Federal  Office  of  Management  and  Budget.   We  would  like  to  point 
out  that  the  necessity  to  retag  and  recount  some  inventory  items 
is  due,  in  part,  to  the  fact  that  PAMS  was  not  developed  nor  made 
available  to  State  agencies  until  after  the  University  had 
completed  its  initial  physical  inventory.   Whether  or  not  we 
complete  these  tasks  by  June  30,  1980  will  depend  upon  staffing 
levels. 


ASSET  DELETION 

During  the  year  ended  June  30,  1979  the  University  did  not  delete 
any  assets  from  the  accounting  records  which  were  disposed  or 
lost  through  theft,  abandonment,  or  sale  because  procedures  did 
not  exist  for  the  handling  or  accounting  of  such  transactions. 
It  is  essential  that  the  University  provide  for  asset 
accountability  and  properly  reflect  asset  balances  on  the  books. 

Recommendation 

We  recommend  that  the  University  implement  a  procedure  for 
departmental  reporting  of  asset  deletion  to  the  property 
manager.   The  departmental  report  should  include  an  explanation 
for  the  deletion  to  enable  the  property  manager  to  verify 
independently  the  propriety  of  the  asset  disposal. 

Management's  Comments 

Concur.   The  University  concurs  with  this  recommendation  and  will 
implement  procedures  to  accomplish  this  in  the  near  future. 


NATIONAL  DIRECT  STUDENT  LOANS 

In  October  1978  the  University  contracted  with  American  National 
Educational  Corporporation  (ANEC)  to  maintain  all  NDSL 
accounts.   The  conversion  to  ANEC  from  the  University  NDSL  sub- 
system was  partially  completed  by  June  1979.   During  the 
conversion  the  following  violations  of  federal  regulations 
occurred : 

•  Statements  were  not  sent  to  borrowers. 

•  Required  correspondence  with  borrowers  in  the  grace  period 
was  not  maintained. 

•  Individual  ledgers  were  not  updated  for  advances  and 
principal  payments. 

•  Individual  ledgers  were  not  reconciled  to  the  general  ledger 
control  accounts. 

•  In  June  1979,  statements  were  sent  to  debtors  with  incorrect 
balances . 

Other  violations  noted  during  our  review  are  as  follows: 

•  Delinquent  accounts  were  not  aggressively  pursued  by  sending 
past  due  notices  or  by  turning  over  to  collection  agencies. 

•  Interest  and  principal  portions  were  not  accurately  computed 
on  payment  receipts. 

•  Exit  interviews  were  often  omitted  due  to  early  departure  by 
students. 

As  a  result  of  the  above  problems,  there  was  a  significant 
increase  in  accounts  over  180  days  past  due.   We  also  noted  a 
large  number  of  our  confirmation  letters  returned  with  no 
forwarding  address. 

In  addition,  there  is  a  lack  of  segregation  of  duties  in 
accounting  for  NDSL  accounts  as  one  individual  is  responsible  for 
processing  the  individual  ledgers  through  ANEC,  reconciling  the 
individual  ledgers  to  the  general  ledger,  originating  adjustments 
to  the  general  ledger,  and  processing  deferrments  and 
cancellations. 

As  of  June  30,  1979  the  University  was  able  to  reconcile  the 
detail  transactions  occurring  since  October  1978  to  the  general 
ledger.   As  of  December  1979,  the  balances  maintained  by  ANEC 
were  still  in  disagreement  with  the  general  ledger,  however  the 
differences  have  been  identified  and  the  ANEC  balances  will  be 
corrected  in  the  near  future. 


Once  the  conversion  is  completed  and  ANEC  balances  adjusted,  the 
majority  of  the  problems  noted  above  will  be  satisfactorily 
corrected. 

Recommendation 


We  recommend  the  University  correct  the  remaining  differences 
between  NDSL  balances  at  the  University  and  those  at  ANEC.   Once 
this  is  completed,  we  suggest  delinquent  accounts  with  no 
activity  be  removed  from  ANEC  to  eliminate  service  charges  on 
these  accounts.   We  also  recommend  the  University  perform  a 
review  of  existing  procedures  used  to  obtain  exit  interviews  and 
suggest  additional  controls  be  implemented  in  the  processing  of 
NDSL  transactions  and  segregate  the  duties  in  accounting  for  NDSL 
accounts  to  more  than  one  individual. 

Management's  Comments 

Concur.   The  University  will  correct  the  ANEC  balances  and 
reconcile  the  balances  with  the  general  ledger.   Timely  billings, 
delinquent  notices  and  other  requirements  are  now  in  compliance 
with  federal  regulations.   Also,  the  University  will  review  its 
procedures  pertaining  to  exit  interviews  and  to  processing  NDSL 
transactions.   The  University  will  implement  any  changes  that 
will  improve  the  NDSL  accounting  but  will  not  require  additional 
resources. 


INVENTORIES 


Control  of  Inventory  Sheets 

The  only  set  of  physical  inventory  sheets  accounting  for  over 
$200,000  of  the  physical  inventory  was  inadvertently  misplaced 
after  the  physical  inventory  had  been  priced  and  summarized.   The 
physical  inventory  sheets  are  an  extremely  important  document  for 
audit  consideration  and  are  an  important  management  tool.   It  is 
impractical,  if  not  impossible  to  reconstruct  physical  inventory 
sheets  at  a  later  date,  therefore,  extreme  care  must  be  taken  to 
guard  against  their  disappearance. 

Recommendation 

We  recommend  the  University  make  a  photo  copy  of  all  inventory 
sheets  in  the  future  to  ensure  against  loss  of  documentation. 

Management's  Comments 

Concur.   The  University  does  maintain  this  practice  but  an 
employee  did  not  adhere  to  the  practice.   The  employee  is  no 
longer  employed  by  the  University. 


Pricing 

During  our  observation  of  inventories  and  review  of  data 
supporting  the  inventory  prices  at  several  locations,  we  noted 
that  significant  inventory  quantities  had  been  purchased  prior  to 
1975.   The  University's  procedure  is  to  price  all  like  quantities 
at  the  most  recent  purchase  price,  irrespective  as  to  date  of 
purchase.   An  estimated  reserve  for  obsolescence  and  over-pricing 
was  booked  at  year-end  to  more  accurately  reflect  the  value  of 
the  inventory. 

Recommendation 

We  recommend  an  invoice  or  purchase  order  file  be  maintained  for 
inventory  purchases  to  aid  in  the  determination  of  inventory 
costs  and  that  procedures  be  developed  for  pricing  slow-moving 
items  at  the  lower  of  cost  or  market. 

Management's  Comments 

Concur.   Staff  limitations  may  preclude  an  immediate 
implementation  of  this  recommendation. 


In  addition  to  the  above  conditions  our  study  and  evaluations  of 
the  system  of  internal  accounting  control  disclosed  the  followini 
conditions  which  although  not  material  weaknesses,  are 
significant  and  deserve  management's  attention. 


PAYROLL 

Pay  Rate  and  Employee  Controls 

Pay  rates  for  hourly  employees  are  not  maintained  on  the  computer 
payroll  master  file.   The  rates  are  entered  monthly  from  the 
employee  time  cards.   These  pay  rates  can  be  changed  at  the 
discretion  of  department  supervisors.   Student  employee  rates  are 
partially  controlled  by  an  edit  process  based  on  the  maximum  rate 
authorized  by  the  Financial  Aid  Department. 

Non-student  hourly  employees  are  often  hired  directly  by 
department  supervisors.   Department  heads  are  able  to  submit 
employee  data  for  installation  on  the  payroll  master  file  and 
control  receipt  of  payroll  warrants.   The  deletion  of  terminated 
employees  from  the  payroll  master  file  is  the  responsibility  of 
department  supervisors. 

Due  to  the  authority  entrusted  with  department  supervisors  the 
potential  for  fraudulent  issuance  of  payroll  warrants  exists. 


Recommendation 

We  recommend  that  pay  rates  for  all  employees  be  maintained  on 
the  payroll  master  file  and  that  the  responsibility  for  input  to 
these  records  be  delegated  to  the  Personnel  Department.   In 
addition,  we  recommend  that  new  and  terminated  employees  be 
required  to  visit  the  Personnel  Department  for  verification  of 
employee  status. 

Management's  Comments 

Partially  concur.   This  problem  has  been  noted  internally  on 
previous  occasions.   When  the  after-the-fact  payroll  revisions 
were  made,  we  did  not  have  sufficient  time  to  initiate  procedures 
to  properly  control  hourly  rates;  further,  the  variety  of  rates 
then  paid  made  the  changes  very  difficult.   Since  then,  the 
number  of  rates  paid  have  been  reduced  greatly  by  changes  made 
within  Auxiliary  Enterprises.   To  begin  the  process  of  better 
controlling  the  rates,  we  have  set  the  maximum  rate  control  at 
$40  for  non-students.   A  student  financial  aid  certification  file 
was  developed  which  includes  an  hourly  pay  range  for  each  student 
based  on  that  student's  financial  aid  job  description.   The 
payroll  program  accesses  this  file  for  each  student  employee  and 
edits  to  ensure  that  the  hourly  rate  on  the  time  card  does  not 
exceed  the  maximum  rate  carried  on  the  file.   In  addition,  the 
payroll  program  has  a  maximum  hourly  rate  control  for  student 
employees  set  at  $10.   Data  sheets  should  be  approved  for  entry 
onto  the  master  file  by  an  authorized  member  of  the  EO  and 
Personnel  Department.   Also,  term  of  employment  should  be 
established  prior  to  entry  into  the  system.   However,  we  believe 
that  the  possibility  of  fraudulent  warrants  is  remote  because  the 
data  sheets  must  be  entered  onto  the  system  prior  to  any  payment 
to  the  employee.   In  addition,  a  time  card  must  be  submitted  with 
the  signature  of  the  employee  and  the  supervisor  prior  to  any 
payment.   We  will  address  the  issue  of  hourly  rates  for  non- 
student  hourly  employees.   We  cannot  process  all  student 
employees  in  the  EO  and  Personnel  Office  without  additional 
staffing,  at  least  during  the  fall  registration  period. 

Personnel  File  Maintenance 


Personnel  files  for  faculty  and  classified  employees  were  not 
current  for  salary  and  pay  plan  classification. 

Recommendation 

We  recommend  the  University  review  and  update  faculty  and 
classified  personnel  files  to  include  current  salaries  and  pay 
plan  classification  and  institute  procedures  to  maintain  this 
information  on  a  current  basis. 


Management's  Comments 

Concur.   Salary  changes  authorized  on  or  after  July  1,  1979 
require  a  new  appointment  form  or  a  Regents  contract  to  authorize 
a  change  in  payment/ funding  or  position  classification.   Non- 
salary  items  such  as  grade  and  step  changes  are  now  entered  from 
a  copy  of  the  new  appointment  form.   This  recommendation  has  been 
addressed. 

Authorized  Signature  File 

At  June  30,  1979,  a  current  file  of  authorized  signatures  for  the 
approval  of  purchase  orders  and  expenditures  did  not  exist  in  the 
Payroll,  Personnel,  Accounts  Payables  or  Purchasing 
departments.   Departmental  authorization  is  a  significant  control 
over  the  propriety  of  expenditures.   Subsequent  to  year  end,  a 
satisfactory  signature  file  was  established  by  the  University. 

Recommendation 

We  recommend  that  the  University  establish  procedures  to  maintain 
a  current  authorization  file  for  all  expenditures. 

Management's  Comments 

Concur.   Prior  to  the  audit  the  University  reviewed  its  own 
practices  and  in  August  1979  implemented  a  procedure  for 
establishing  and  maintaining  a  current  file  for  authorized 
expenditures.   It  is  used  to  verify  all  expenditures  within  the 
Payables  area. 


ELECTRONIC  DATA  PROCESSING 

General  Electronic  Data  Processing  Controls 

The  University  currently  relies  on  the  Statewide  Budgeting  and 
Accounting  System  (SBAS)  for  processing  of  their  accounting 
data.   Transactions  are  prepared  locally  and  transmitted  to 
Helena  for  inclusion  in  SBAS.   Consequently,  the  University  is 
very  dependent  upon  the  general  data  processing  controls,  not 
only  at  the  University  -  but  within  SBAS  to  safeguard  the 
accounting  records.   As  part  of  our  tests  of  the  internal 
controls,  we  reviewed  the  general  controls  of  both  SBAS  and  the 
University. 

SBAS  Controls 


Our  examination  included  a  review  of  the  audit  findings  of  the 
Office  of  the  Legislative  Auditor  in  their  report  on  the  SBAS 
computer  facility.   We  noted  the  following  general  EDP  control 
weaknesses  which  have  potential  impact  on  the  University's 
mechanized  data  processing  procedures: 


1.  The  Helena  Computer  Center  does  not  carry  insurance  for  data 
regeneration  upon  possible  destruction  by  fire  or  other 
disasters. 

2.  The  access  to  the  magnetic  tape  file  library  is  not 
sufficient  to  minimize  the  possibility  of  invalid  usage 
and/or  alteration  of  data. 

3.  There  is  inadequate  segregation  of  duties  between  the 
operation  area's  functions  and  the  production  control  and 
library  functions. 

University  Controls 

During  our  review  of  general  SDP  controls  we  noted  a  number  of 
items  we  believe  the  University  should  address: 

1.  Insurance  coverage  -  our  review  procedures  indicated  the 
present  insurance  coverage  does  not  specifically  mention 
coverage  over  restoring  valuable  records  and  there  is  no 
coverage  for  expenditures  required  to  support  alternative 
site  processing  as  a  result  of  a  disaster. 

2.  Remote  terminal  security  -  we  noted  the  campus  has  numerous 
remote  terminals  which  are  generally  unsecured  at  all 
times.   In  addition,  these  terminals  have  the  same  physical 
capabilities  as  the  personnel  department's  terminal.   While 
we  understand  the  payroll  program  and  data  files  have 
numerous  password  protection  facilities,  we  believe  the 
personnel  department's  terminal  and  financial  related 
terminals  should  also  have  hardwire  protection. 

Recommendations 

1.  Management  should  review  present  EDP  insurance  coverage  to 
determine  if  it  includes  coverage  for  restoring  valuable 
records  and  if  it  is  feasible  to  have  coverage  for 
expenditures  required  to  support  alternative  site  processing 
as  a  result  of  a  disaster. 

2.  The  terminal  located  in  the  Personnel  Department  and  any 
future  financial  related  terminals  should  have  hardwire 
protection. 

Management's  Comments 

1.  Concur.  The  University  will  review  its  EDP  insurance 
coverage  for  adequacy  and  for  the  cost/benefit  of  any 
desirable  changes  which  might  be  identified. 

2.  Partially  concur.   The  University  believes  it  does  have 
adequate  password  protection  on  all  financial  terminals, 
including  the  EO  and  Personnel  Services'  terminal.   The  DEC 
20  operating  system  does  not  presently  have  the  capability 


to  selectively  eliminate  certain  terminals  or  lines  from 
specific  systems  of  operating  areas.   A  new  operating  system 
will  be  installed  in  the  near  future  that  will  have 
additional  control  features  available.   When  the  capability 
of  adding  additional  control  is  available  through  our 
operating  system,  we  will  implement  further  controls. 

SYSTEM  CONTROLS 

Currently,  the  data  transmitted  to  Helena  is  edited  as  to  valid 
transactions  before  it  is  transmitted.   In  addition,  there  are 
adequate  checks  to  ensure  that  all  transactions  were  received  in 
Helena.   However,  there  is  no  control  to  ensure  that  all 
transactions  transmitted,  and  only  those  approved  by  the 
University,  were  processed  and  included  in  the  general  ledger  and 
reports  generated  by  SBAS. 

We  also  noted  that  the  Legislative  Auditor  recommended  that  batch 
controls  or  reconciliations  of  the  authorized  transactions  with 
the  monthly  output  from  SBAS  should  be  completed  by  the  local 
agency.   Based  on  our  review  of  the  present  reports  received  from 
SBAS  and  the  batch  controls  on  hand  at  the  University  it  does  not 
appear  that  such  a  reconciliation  is  feasible  without 
reconstructing  all  transactions  processed  for  the  month  at  the 
University. 

Prior  to  June  30,  1979  data  transmitted  to  Helena  could  be 
processed,  but  edited  in  Helena  and  put  into  an  error/suspense 
file,  which  in  effect  left  the  transaction  outside  the  SBAS 
reports  for  the  agency.   The  only  follow-up  of  this 
error/suspense  file  was  initiated  by  Helena.   This  follow-up  was 
normally  a  telephone  call  to  the  controller's  office.   After 
accounting  personnel  orally  told  Helena  personnel  what 
corrections  were  needed  it  was  assumed  that  the  correction  was 
processed  and  no  additional  follow-up  was  needed.   There  were 
instances  where  correcting  entries  were  not  made  until  the 
following  month,  or  were  not  followed  up  for  several  weeks. 

Since  year  end,  written  confirmation  of  these  correcting  entries 
are  forwarded  from  Helena,  showing  the  item  as  it  originally 
appeared,  and  the  correction  processed.   However,  the  initiation 
of  corrective  action  is  still  dependent  upon  Helena. 

Recommendation 

We  believe  the  accounting  controls  would  be  significantly 
improved  if: 

1.    Summary  reports,  by  type,  of  batches  processed  by  SBAS 
were  received  and  reconciled  to  local  transaction 
summaries  submitted. 


2.    A  hard  copy  of  the  error/suspense  files  was  available 
to  the  University  to  initiate  timely  correction  of 
items  not  processed. 

V/e  realize  that  both  of  the  above  may  require  some  program 
changes  within  SBAS.   However,  such  changes  appear  to  be  highly 
desirable  to  the  University. 

Management's  Comments 

Concur.   We  understand  that  the  Department  of  Administration  is 
developing  the  ability  to  send  a  hard  copy  of  the  error/suspense 
file  to  the  University  on  a  daily  basis.   However,  in  order  to 
supply  meaningful  summary  reports  of  batches  processed  by  SBAS, 
it  would  be  necessary  to  maintain  the  University  batch  number 
throughout  processing.   Currently,  an  agency's  batch  number  is 
only  maintained  through  the  initial  processing  and  once  a 
document  is  processed,  the  batch  number  is  dropped;  any  documents 
editing  are  rebatched  and  assigned  a  new  number.   This  makes 
tracking  by  batch  virtually  impossible.   To  correct  this 
situation  and  to  utilize  batch  reports  for  reconciliation 
purposes,  batch  numbers  would  have  to  be  maintained  throughout 
processing  and  editing.   The  University  has  made  this  request 
repeatedly. 


ACCOUNTING  CONTROLS 

Prior  to  transmitting  claims  to  Helena  for  processing  on  SBAS, 
the  University  edits  batches  for  valid  transaction  data. 
Significant  delays  in  batch  transmittals  occurred  during  the  year 
due  to  inclusion  of  faulty  transaction  data.   As  a  result  claims 
were  not  paid  or  financial  reports  updated  on  a  timely  basis, 
available  discounts  were  not  taken  advantage  of,  and  considerable 
manpower  was  required  to  correct  the  transactions. 

Recommendation 

We  recommend  the  University  implement  procedures  to  review 
transactions  for  valid  data  prior  to  editing. 

Management's  Comments 

Partially  concur.   Claims  were  not  paid  and  financial  reports 
were  not  updated  on  a  timely  basis  during  the  fiscal  period 
covered  by  the  audit.   However,  procedures  to  review  input  data 
have  been  implemented  for  several  months  now  and  claims  are  being 
processed  on  a  timely  basis. 


SYSTEM  IMPROVEMENTS 
Consolidated  Reports 


The  University  currently  has  approximately  200  entities  which 
must  be  manually  consolidated  in  order  to  prepare  reports  for 
management.   This  manual  consolidation  is  very  time  consuming  and 
reduces  the  amount  of  time  available  to  analyze  unusual 
transactions  and  to  assist  management  in  analyzing  the 
information  available. 

Although  terminal  inquiry  is  available  for  local  management  to 
request  additional  information,  it  is  generally  limited  to  one 
line  item,  or  account  balances.   Consequently,  the  terminal  is 
very  limited  in  its  ability  to  provide  information  that  is  needed 
on  a  timely  basis. 

Recommendation 

We  recommend  that  mangement  assist  SBAS  in: 

1.  Developing  reports  that  will  consolidate  entities  by  fund 
group. 

2.  Obtaining  sufficient  information  needed  by  management  on  a 
timely  basis. 

Although  implementation  of  the  above  recommendations  may  require 
changes,  it  appears  that  substantial  cost  savings  could  be 
obtained  at  the  University. 

Management's  Comments 

Concur.   It  would  be  beneficial  to  have  a  summary  report  by  fund 
group  for  year-end  financial  reports  and  for  management 
reporting.   We  agree  that  additional  on-line  information  would  be 
a  valuable  management  and  accounting  tool.   The  University  has, 
in  fact,  requested  that  SBAS  expand  its  present  on-line  inquiry 
programs  to  include  more  useful  and  more  comprehensive 
information. 


GRANTS  AND  CONTRACTS  SYSTEM 

Information  required  for  report  purposes  on  Restricted  Fund 
Grants  and  Contracts  is  not  available  through  SBAS.   SBAS 
maintains  these  entities  on  an  inception  to  date  basis  which 
requires  University  personnel  to  expend  considerable  manpower  to 
acquire  year-to-date  financial  data. 


Recommendation 

We  recommend  the  University  assist  SBAS  in  developing  a  grants 
and  contracts  system  or  develop  its  own  sub-system  which  can  be 
integrated  with  SBAS. 

Management's  Comments 

Concur.   The  University  agrees  that  a  sub-system  for  Grants  and 
Contracts  is  an  absolute  necessity.   We  believe  that  the 
University's  needs  would  be  better  served  by  developing  its  own 
sub-system  which  would  be  either  interfaced  with  or  reconcilable 
with  SBAS.   A  University  sub-system  would  be  designed  to  provide 
all  current  management  information  needed  on  a  timely  basis.   We 
are  considering  beginning  the  development  of  a  sub-system  in  the 
near  future. 


ACCOUNTS  RECEIVABLE  SYSTEMS 

The  University  does  not  have  a  viable  accounts  receivable/billing 
system.   Currently  a  portion  of  the  receivables  is  processed  on 
the  University  "memo"  computer  sub-system,  a  portion  is  manually 
billed  by  the  Controllers  office,  and  the  balance  is  handled 
exclusively  by  the  outside  departments.   As  a  result,  certain 
customers/students  are  sent  several  bills  each  month. 

The  existing  sub-system  is  not  adequate  to  handle  all 
receivables;  for  example,  during  a  portion  of  the  year,  the  sub- 
system was  over  three  months  behind  in  processing  charges  and 
preparing  statements.   Controls  to  ensure  that  all  charges  are 
processed  and  billed  are  inadeqaute.   Receivable  amounts  are 
accumulated  from  the  various  areas  only  at  year-end  and  booked 
for  report  purposes.   This  requires  a  considerable  amount  of 
University  personnel  time. 

A  comprehensive  accounts  receivable/billing  system  is  necessary 
to  provide  control  over  the  processing  of  charges  and  collection 
of  receivables  on  a  timely  basis  and  to  provide  management  with 
information  needed  to  control  and  analyze  the  status  of  accounts 
receivable. 

It  is  our  understanding  that  the  State  Budget  and  Accounting 
System  which  is  used  by  the  University  for  general  ledger 
applications  does  not  have  an  integrated  accounts 
receivable/billing  system  available. 

Recommendation 

We  recommend  the  University  develop  an  accounts 
receivable/billing  computer  sub-system  which  can  be  integrated 
with  SBAS. 


Management's  Comments 

Concur.   The  University  has  begun  to  develop  an  accounts 
receivable,  cash  receipting  and  billing  sub-system.   We  have 
reached  the  stage  of  identifying  the  major  problems  and  a  general 
approach  to  the  sub-system  design.   However,  we  cannot  proceed 
further  without  additional  staffing  because  we  do  not  have  enough 
people  to  maintain  the  manual  system  and  develop  the  new  sub- 
system at  the  same  time.   The  University  budget  committee  is 
considering  staffing  for  this  area. 


OTHER  COMMENTS 

Grants  and  Contracts  Billing  Procedures 

Accounts  receivable  for  grants  and  contracts  increased 
significantly  during  the  year  due  to  slowness  in  the  preparation 
of  billing  statements  and  delay  in  requesting  sufficient 
reimbursement  on  the  federal  governments'  line  of  credit. 

As  a  result,  a  certain  amount  of  the  University's  resources  were 
tied  up  in  receivables  rather  than  in  income  producing 
investments. 

Billing  procedures  were  strengthened  during  the  year,  however  the 
implementation  of  additional  improvements  are  necessary. 

Recommendation 

We  recommend  billing  statements  on  grants  and  contracts  be 
revised  in  order  to  permit  timely  billing. 

Management's  Comments 

Concur.   The  Grants  and  Contracts  section  of  the  Controller's 
Office  is  understaffed,  but  the  University  Budget  Committee  is 
considering  a  request  to  fund  one  additional  position,  a  contract 
monitor.   If  the  additional  position  is  funded,  it  is  anticipated 
that  the  section  will  become  and  remain  current  in  its 
operations,  including  timely  billings.   Ultimately,  however,  to 
assume  workloads  from  additional  sponsor  requirements,  this 
section  of  the  Controller's  Office  must  develop  system 
applications. 

Cash  Reconciliations 


Monthly  reconciliations  for  the  revolving  bank  accounts  were  not 
prepared  on  a  timely  basis  and  were  over  six  months  in  arrears 
for  a  portion  of  the  year.   An  extensive  amount  of  time  was 
required  by  us  and  by  University  personnel  to  complete  the 
reconciliations  at  year-end.   Timely  bank  reconciliations  are  an 
important  internal  control  feature  in  order  to  prevent  mis- 
application of  cash  and  to  provide  for  effective  cash  management. 


Recommendation 

We  recommend  the  University  establish  procedures  to  ensure  timely 
bank  reconciliations  on  revolving  bank  accounts. 

Management's  Comments 

Concur.   Revolving  fund  reconciliations  were  not  completed  on  a 
timely  basis  during  the  period  covered  by  the  audit.   During  the 
early  part  of  that  fiscal  year,  the  University  attempted  to 
develop  system  support  for  this  area  but  our  good  intentions  were 
later  overridden  by  the  priority  given  to  after-the-fact  payroll 
modifications.   Ultimately  we  reverted  to  a  manual  system.   We 
will  continue  to  reconcile  manually  until  we  have  an  opportunity 
to  debug  and  revise  the  program  that  was  completed  for  this 
purpose. 

Accountability  for  Assets 

The  University  does  not  have  individuals  at  the  department  level 
designated  as  responsible  for  equipment.   It  is  important  to  have 
an  individual  that  is  familiar  with  the  equipment  in  each 
location  that  can  be  held  responsible  for  the  safeguarding  to 
prevent  misuse  or  loss. 

Recommendation 


We  recommend  that  an  individual  within  each  department  be 
designated  responsible  for  equipment.   After  the  University  has 
completed  the  physical  inventory  the  departments  should  be 
independently  reviewed  by  the  property  manager  on  a  periodic 
basis  to  verify  the  existence  of  all  equipment  for  which  they  are 
accountable . 

Management's  Comments 

Partially  concur.   The  University  of  Montana  will  review  the 
matter  of  assigning  responsibility  for  equipment  within  each 
department  as  recommended  by  the  auditors  and  those  responsible 
for  PAMS.   Since  the  University  has  not  yet  had  an  opportunity  to 
evaluate  this  possibility,  we  cannot  respond  that  it  is 
automatically  the  best  way  to  assign  responsibility  for:   a) 
adequate  safeguarding  of  equipment;  b)  tagging  new  acquisitions; 
c)  reporting  losses,  thefts,  trade-ins  and  so  forth  and;  d) 
verifying  the  existence  and  location  of  equipment  on  a  periodic 
basis. 

Equipment  Account  Classification 

University  departments  are  inconsistent  in  their  use  of  account 
classifications  for  expenditures  for  minor  equipment  items, 
equipment  rental  and  lease  payments,  and  non-library  books. 
These  types  of  expenditures  are  being  charged  to  equipment  and/or 


supply  accounts.   The  inconsistencies  appear  to  be  a  result  of 
confusion  between  what  constitutes  "equipment"  v.s.  "supply" 
expenditures. 

Recommendation 


We  recommend  that  the  University  determine  a  consistent 
accounting  treatment  for  expenditues  for  minor  equipment, 
equipment  rental  and  lease  payments  and  books  purchased  but  not 
housed  in  the  library.   The  indiscriminate  charging  to  equipment 
and  supply  categories  causes  confusion  and  precludes  comparative 
analyses. 

Management's  Comments 

Concur.   The  University  will  review  this  matter  and  develop  a 
policy  which  defines  capital  and  non-capital  expenditues.   We 
would  point  out  that  the  treatment  of  such  items  is  unnecessarily 
confused  by  the  differences  in  definition  between  State 
Purchasing  guidelines  and  those  incorporated  in  PAMS. 

Office  Furniture  Allocation 

University  policy  for  departmental  acquisition  of  office 
furniture  through  the  Physical  Plant  Department  has  at  various 
times  required  the  departments  to  purchase  the  assets  from 
Physical  Plant.   The  departments  do  not  receive  credit  for 
returning  excess  furniture  to  Physical  Plant.   If  departments 
wish  to  reacquire  returned  items  they  must  repurchase  them.   This 
policy  promotes  inefficient  use  of  furniture  due  to  potential 
departmental  hoarding. 

The  policy  is  a  result  of  budget  funds  for  the  acquisition  of 
furniture  being  allocated  to  the  various  departments  rather  than 
to  Physical  Plant. 

Recommendation 

We  recommend  the  University  examine  the  policy  of  office 
furniture  budgeting  to  determine  whether  or  not  asset  utilization 
could  be  improved. 

Management's  Comments 

Concur.   In  past  years,  the  budgeting  and  funding  for  office 
furniture  has  changed  several  times.   On  occasion,  the  Physical 
Plant  department  has  been  funded  for  the  furniture  and  assigned 
same  to  individual  departments.   On  other  occasions,  the  Physical 
Plant  department  has  not  been  funded  to  supply  office 
furniture.   The  University  agreed  that  one  method  or  the  other 
ought  to  be  adopted  and  will  evaluate  each  one.   We  recognize 
that  both  methods  cannot  be  utilized  simultaneously  within  a 
given  fiscal  period  or  periods  and  maintain  accurate  records  for 
office  furniture. 


Physical  Inventory  Controls 

Physical  controls  over  inventory  at  physical  plant  and  at  the 
printing  department  are  poor.   Inventories  are  generally  stored 
in  the  open  with  everyone  having  access. 

Recommendation 


We  recommend  the  University  strengthen  its  control  over  inventory 
items  located  at  the  Physical  Plant  and  Printing  Departments  by 
storing  in  controlled  space  and  by  limiting  access  to  authorized 
personnel  only. 

Management's  Comments 

Concur.   The  Physical  Plant  location  is  constructed  to  facilitate 
proper  control  over  inventories.   However,  during  several  past 
budget  reductions  the  employees  necessary  to  maintain  the 
physical  control  have  been  eliminated  from  the  budget.   We  do  not 
believe  that  we  will  be  able  to  re-establish  these  positions  and, 
therefore,  controls  are  unlikely  to  improve.   Inadequate  space 
for  the  Printing  Department  precludes  a  substantive  change  in 
control  procedures,  but  the  University  Space  Committee  will  work 
with  Auxiliary  Enterprises  to  determine  whether  or  not  there 
might  be  other  options  available  for  resolving  the  problem. 

Vacation  and  sick-leave  obligations 

As  of  December  31  of  each  year,  employees  can  accumulate  vacation 
leave  up  to  twice  the  number  of  leave  days  earned  annually  and 
sick  leave  can  be  accumulated  without  limitation.   Upon 
termination,  the  employee  is  paid  the  accumulated  vacation  leave 
and  25%  of  the  accumulated  sick  leave.   The  vacation  and  sick 
leave  are  recorded  as  an  expenditure  at  the  time  they  are  paid  to 
the  employee. 

At  June  30,  1979  the  accrued  obligation  for  vacation  and  sick  pay 
was  approximately  $957,000. 

Recommendation 

We  recommend  that  the  University  develop  a  long-range  forecast  of 
vacation  and  sick  leave  payoffs  for  future  years  and  determine 
the  effect  those  payoffs  would  have  on  future  budgetary  needs. 

Management's  Comments 

Concur.   The  University  agrees  that  provision  should  be  made  in 
agency  appropriations  for  the  accrued  obligation  pertaining  to 
termination,  annual  and  sick  leave;  the  provision  should  be 
incorproated  into  the  budgetary  process.   We  will  present  this 
recommenation  to  the  Commissioner's  Office  for  review  on  behalf 
of  the  Montana  University  System. 


Student  Credits 

The  University  cashiers  issue  students  cash  or  tuition  credits 
based  on  "paid  out"  authorization  forms  originated  by  the 
Financial  Aid  Office. 

These  forms  are  not  numerically  controlled,  allowing  for 
potential  unauthorized  use. 

Recommendation 

We  recommend  "paid  out"  forms  be  numerically  controlled. 

Management's  Comments 

Partially  concur.   The  University  has  stringent  controls  on  paid- 
outs  which  are  presented  to  the  cashiers  for  cash  or  credit.   We 
believe  the  potential  for  unauthorized  use  is  negligible. 
However,  we  will  study  the  feasibility  of  numerically  controlling 
paid-out  forms. 

Cash  Receipts 

We  noted  instances  where  checks  drawn  on  the  University 
contingency  revolving  back  accounts  which  were  made  payable  to  "U 
of  M  Cashiers",  were  not  restrictively  endorsed  prior  to  deposit. 

Recommendation 

We  recommend  all  checks  received  be  restrictively  endorsed  in 
compliance  with  University  policy. 

Management's  Comments 

Concur.   The  University  concurs  that  all  checks  received  should 
be  restrictively  endorsed.   However,  only  a  very  few  instances 
were  identified  in  which  the  checks  were  not  endorsed 
restrictively  prior  to  deposit.   The  University  intends  to 
continue  this  practice  and  to  keep  human  errors  to  a  minimum. 

Internal  audits 


Our  review  of  the  accounting  procedures  and  the  system  of 
internal  control  was  made  to  determine  the  degree  of  reliance 
which  could  be  placed,  for  financial  statement  reporting 
purposes,  upon  information  obtained  from  the  accounting 
records.   We  found,  in  general,  that  the  systems  were  operating 
as  described.   We  believe  consideration  should  be  given  to 
conducting  periodic  operational  audits  of  major  functions  or 
departments,  such  as  claims  processing,  payroll,  cash  receipts, 
accounts  receivables,  financial  aid,  data  processing,  etc.   These 


reviews  should  be  performed  by  internal  audit  personnel  to  ensure 
that  University  procedures  and  policies  are  being  followed,  to 
aid  in  developing  more  efficient  methods  of  processing  data,  and 
to  improve  internal  controls. 

Recommendation 

Management  should  consider  assigning  operational  and  financial 
audit  responsibilities  to  the  internal  auditor. 

Management's  Comments 

Concur.   The  University  is  in  the  process  of  recruiting  for  an 
internal  auditor  to  fill  the  position  vacated  in  November  1979. 
The  auditor  will  be  assigned  both  financial  and  operational  audit 
responsibilities. 

Accounting  and  Procedural  Manuals 

Comprehensive  accounting  and  procedural  manuals  have  not  been 
developed. 

Recommendation 

We  recommend  that  comprehensive  accounting  manuals  be  developed 
to  facilitate  an  understanding  by  accounting  personnel  of  the 
procedural  and  policy  standards. 

Management's  Comments 

Partially  concur.   Accounting  and  procedural  manuals  have  been 
developed  for  SBAS  indicating  the  policies  and  procedures  to  be 
followed  for  most  accounting  transactions  processed  by  the 
University.   In  addition,  the  University  has  made  excellent 
progress  during  the  past  year  in  developing  and  implementing 
written  policies  and  procedures  for  areas  such  as  travel, 
entertainment,  facility  use,  computer  allocations,  physical  plant 
overhead  charges,  sales  and  service  accounts,  cost  transfers, 
expense  abatements  and  revolving  funds.   We  intend  to  continue  a 
thorough  review  of  all  policies  and  procedures  and  to  develop  new 
ones  as  time  permits.   Eventually,  we  will  have  a  comprehensive 
policy  and  procedures  manual  for  all  fiscal  affairs  areas. 


These  conditions  were  considered,  to  the  extent  necessary,  in 
determining  the  nature,  timing  and  extent  of  our  audit  tests 
applied  in  our  examinations  of  the  agencies  financial  statements 
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